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Acquisition and takeover ac t iv i t i es in the stock market 
have won widespread public attention and concern in Hong Kong. 
However, academic research focussing on th i s area has been 
very scant, especially in recent years. This study attempts 
to examine the acquisition ac t iv i t i e s of l i s ted companies in 
the period from 1986 to early 1990 by analyzing the financial 









control companies. The basic s t a t i s t i c a l analytical tool to 
be used i s multiple discriminant analysis. Classification and 
prediction ab i l i ty of the generated discriminant functions 
are developed to understand the applicabil i ty of such 
s t a t i s t i c a l analysis on acquisitions in Hong Kong. Factor 
analysis i s also employed as a subsidiary instrument to 
improve the discriminant analysis by identifying significant 
financial ra t ios which- may be useful in explaining the 
occurrence of acquisitions. 
The survey resul ts confirm that financial position, as 
explained by the financial ra t ios , has explanatory power in 
determining the occurrence of acquisitions. The financial 
ra t ios of an acquisition target , one year prior to the 
acquisition action, are found to be part icularly important in 
• • • 111 
th i s respect. In addition, no single financial ra t io i s found 
to be important enough to become the sole explanatory variable 
for acquisition ac t iv i t i es . Instead, a careful assessment on 
an acquisition target from various financial aspects should 
be undertaken in the local environment. As a whole, th i s study 
enhances the findings of previous overseas studies by other 
researchers and provides deeper insights into the acquisition 
process in the local stock market. 
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In the 1980s acquisition and merger ac t iv i t i e s have 
been fa i r ly active in the stock market, of Hong Kong. Many 
of these ac t iv i t i e s were internationally known because of 
the enormous transaction size and the huge amount of 
capital involved. 
The acquisition ac t iv i t i e s usually a t t r ac t widespread 
attention and resul t in drast ic market reaction. Past 
researches and commentaries revealed that studies on 
acquisitions have concentrated on the following issues 
‘‘ ‘ 
* intention of the acquisition action 
* response of the stock prices in the open 
market to the announcement of the 
acquisition action 
* the "true" in t r ins ic value of the acquired 
company, In terms of tangible and intangible 
assets 
* impact of taxation on acquisition 
* financing consideration of the acquisition 
action 
* defence strategies of the acquisition target 
in response to host i le takeover 
Rather than repeating the track of past l i t e ra tures , 
f ‘ 
th i s paper attempts to study the likelihood of a company 
being acquired with regard to the financial position and 
business performance of the company i t s e l f . With the help 
of multiple discriminant analysis, i t i s intended to derive 
an equation which could help to d i f ferent ia te targets of 
acquisition from non-targets (to be called a "target 
company" and a "control company" respectively in th i s 
research) and reveal the relat ive significance of 
individual financial ra t ios on the acquisition action. 
Basically, the assumption employed in th i s research 
was the l inear causal relat ion of financial position of the 
potential acquired company on i t s likelihood of being 
acquired. In other words, the financial ra t ios had 
predictive ab i l i ty in terms, of the incidence of an 
acquisition. 
The paper i s sp l i t into the following sections. 
Chapter I , as noted, deals with the aims and objectives of 
th i s study. Chapter I I reviews the related research 
l i t e ra tures published in recent years. Chapter I I I gives 
deta i l s about the research methodology for th i s study. 
Results of empirical study are provided in Chapter IV while 
analysis and discussion are presented in Chapter V. 
Chapter VI, which concludes th i s paper, points out some 





Past studies in the f ie ld of acquisition ac t iv i t i e s 
have been very numerous. In fact , the more sophisticated 
markets of l i s ted and unlisted companies in such advanced 
financial economies as the United Kingdom and the United 
States provide a very concrete background for pursuing 
studies in acquisition. However, perhaps due to the small 
size of the Hong Kong market and the small number of l i s ted 
companies in the local economy, the author managed to 
discover so far only one study having taken Hong Kong as a 
study area for acquisitions. 
Lung and Ng (1982) attempted to use financial ra t ios 
as predictors of corporate takeovers in Hong Kong. They 
ascertained in the i r study that financial ra t ios in general 
had the ab i l i ty to distinguish between the acquired and the 
non-acquired companies. They reviewed thir teen financial 
ra t ios and found that the non-liquid asset ra t ios performed 
bet ter than liquid asset ra t ios . In part icular , the ra t io 
Net Income/Net Worth was found to be the best predictor, 
followed by the ra t ios of Working Capital/Total Assets and 
Working Capital/Sales, of takeovers in the Hong Kong 
economy. 
f ‘ 
However, the i r study has two major weaknesses. F i rs t , 
the sample size i s very limited. Only 12 pairs of acquired 
and non-acquired companies are included in the i r study. 
Second, the i r methodology included basically prof i le 
analysis (comparison of mean values) and dichotomous 
c lass i f icat ion t e s t which are not very sophisticated 
analytical methods. These two weaknesses can be lessened 
by the use of larger sample size of 30 or more and 
sophisticated s t a t i s t i c a l methods such as multiple 
discriminant analysis and logi t /probi t analysis. In 
addition, the study period of Lung and Ng's research 
extends from 1979 to 1981. Therefore, the i r findings might 
not be very applicable to the current si tuation of the 
local stock market which has already undergone significant 
changes in recent years. 
Lung and Ng also categorized two approaches in 
takeover studies, namely the share valuation approach and 
the financial ra t io approach. Indeed, the i r c lass i f ica t ion 
can s t i l l be applied to acquisition researches in recent 
years. 
The share valuation approach t r ied to assess the 
in t r ins ic value of the companies and those undervalued 
companies that might become potential acquisition targets . 
Recent research in th i s f ie ld has followed th i s approach. 
However, different researchers propose different models in 
working out the valuation problem. 
Kroll and Caples (1987) claimed that there was a lack 
of precision in the prevalent multidimensional valuation 
f ‘ 
models and financial performance models, commonly used in 
the United States stock market, and that they lacked 
analytical breadth. They suggested the use of an arbitrage 
pricing model, an extension of the capital asset pricing 
model/ which could enhance corporate managers
1
 insights 
into the economic sens i t iv i t ies of potential acquisition 
candidates. The arbitrage pricing model complemented and 
supplemented the existing techniques, rather than replacing 
them, by improving the effectiveness of the acquisition 
screening process. 
Bieliniski (1989), on the other hand, pointed out that 
at a time when acquisition prices often greatly exceeded 
the values of target companies, i t was important for the 
active corporate buyers to have a handle on the in t r ins ic 
value of the candidate business. Therefore, according to 
his opinion, the debt-free discounted cash flow model, a 
standard tool of valuation for professionals, should be 
used more extensively. Correctly understood and applied, 
i t could save the money and time of the merger and 
acquisition professionals while improving the efficiency of 
an acquisition programme. Jensen (1988) also suggested the 
use of free cash flow theory in the analysis of takeovers 
and mergers. 
Rappaport (1987) emphasized that managers could learn 
much by analyzing what the stock price told them about the 
market
1
s expectations for the i r f irm's performance. 
Publicly held companies interacted with the stock market 
through mutual signalling and monitoring. Therefore, there 
f ‘ 
was no bet ter measure for corporate performance than stock 
price. Market signal analysis, in conjunction with 
standard acquisition analysis, could also f ac i l i t a t e the 
establishment of "hurdle rates" for investment which would 
help the company to achieve the target rate of return and 
maximize the company
1
s potential for creating value. 
Probably as a result of the diverse perspectives in 
the valuation of an acquisition target , some researchers 
pinpointed that some corporate buyers welcomed something of 
a combined approach in analysis work using both financial 
performance measures and share valuation models. Saffer 
(1984) pointed out that acquirers took a great r isk by 
sticking with a single favoured valuation theory to f ix an 
offering price. The most r e a l i s t i c approachr was to 
conglomerate a l l recognized techniques and influences in an 
organic valuation cycle which comprised of the liquidation, 
market, and discounted cash flow approaches. A similar 
opinion for the combined approach was followed by Feldman 
(1985) in his team (a multi-talented panel that can cope 
with the diversity of key factors) approach, and Brown, 
Rizzuto and Eastland (1989) in the i r Standardized Team 
Analysis and Review framework. Another interesting 
viewpoint was a Vulnerability Index, devised by Bruno, 
Leidecker and Torgrimson (1985), which allowed management 
to get a handle on i t s own takeover suscept ibi l i ty . 
The second category of studies, employed by Lung and 
Ng, was the financial ra t io approach, which aimed at 
distinguishing acquisition targets based on the i r 
f ‘ 
characteris t ics or performance revealed by financial 
ra t ios . 
The study of Barnes (1989) i s a typical example of the 
financial ra t io approach. He used multiple discriminant 
analysis to estimate a linear model which best identif ied 
acquisition targets from non-targets with the financial 
ra t ios as independent variables. He examined th i s by using 
multiple discriminant analysis and related techniques 
mainly from the perspective of predictive ab i l i ty . 
Testing, with data in the United Kingdom, gave a quite high 
prediction success rate , as claimed by Barnes. However, 
using a future dated sample to t e s t the discriminant model 





 sense. Therefore, he stressed the need to 
use future dated holdout samples for tes t ing. 
Palepu (1986) provides a major crit icism of existing 
methodologies by poiiiting out various methodological errors 
which bias the resul ts of past acquisition studies. In 
part icular , he cr i t ic ized the use of non-random, equal-
share samples in the model estimation stage, Such sampling 
would lead to inconsistent and biased estimates of the 
model parameters and the acquisition probabil i t ies , and 
resul t in overstating the ab i l i ty of the model to predict 
targets . He then carried out a fresh empirical study af te r 
making necessary adjustments to those errors he had pointed 
out. However, his study showed that predicting takeover 
targets was very d i f f i cu l t . Therefore, he queried whether 
the prediction accuracies of 70% to 90% reported by ear l ie r 
f ‘ 
studies had been overstated. 
Barnes (1990), in turn, defends the use of the matched 
(equal share) sampling technique. He pointed out that the 
nature of the population was not as simple as Palepu 
assumed and the probability of takeover might be 
understated in the random sample which was advocated by 
Palepu. 
To summarize, studies based on the financial ra t io 
approach were quite numerous in the 70s and early 80s. 
However, a f te r the mid-80s the share valuation approach won 
increasing popularity in academic surveys. Indeed, both 
approaches should have thei r own value and contribute 
diversif ied analytical standpoint with different rationale 
or assumption. They are supplementary to each other, 
rather than mutually exclusive. 
f ‘ 
CHAPTER I I I 
RESEARCH METHODOLOGY 
The analysis of th i s paper i s based on multiple 
discriminant analysis which aims at generating a 
discriminant function to classify l i s ted companies into one 
of two populations - whether i t would become a potential 
target of acquisition action or not. 
Selection of Target Companies 
This study includes a l l the cases of acquisition, 
takeover and management buyout among the l i s ted eompanies 
in Hong Kong Stock Exchange during the period from 1986 to 
early 1990. In fact , a f te r the unification of the four 
stock markets in Hong Kong in 1986, the information about 
a l l the l i s ted companies had been centralized and 
computerized in such a way that a complete picture of the 
whole market or individual company could be easily 
obtained. Therefore, preliminary identif icat ion of target 
companies began from the Fact Book published annually by 
the Hong Kong Stock Exchange Limited. Based on the 1986, 
1987 and 1988 issues, there were 18, 26 and 20 acquisition 
cases in those three years respectively. For the 1989 and 
early 1990 situation, no Fact Book had been published at 
the time of writing, and f i led information in the Stock 
Exchange l ibrary was used to give 12 and 3 cases 
f ‘ 
respectively in 1989 and 1990 (up to early February of the 
year)• Out of these 79 cases, only 71 target companies 
were involved because some of them had been l iable to 
acquisition on more than one occasion. 
Selection of Control Companies 
Each of the 71 target companies in th i s analysis was 
matched with a control company. The matching process was 
basically a paired-sample design. That i s , for each target 
company in the sample, a non-acquired company would be 
selected for comparison purposes. 
The c r i t e r i a used for matching included three 
considerations. Fi rs t , the target company and i t s control 
companion belonged to the same business sector, as 
c lass i f ied under the Hong Kong Index. Second, the target 
company and i t s control partner were similar in size, as 
measured by thei r market capital ization in the l a s t trading 
day of the week prior to the announcement of the 
acquisition action. Thirdly, the accounts of the target 
and control companies were matched time-wise as far as 
possible. After t r i a l , some of the target companies were 
excluded because either the i r business or company size was 
so unique that no appropriate control company could be 
ident if ied. 
Time Span of Study and Data Collection 
Financial statement data of the target companies were 
extracted from the i r l a s t three annual reports published 
before the announcement of the acquisition action, giving 
f ‘ 
four years of 丨戶！*©_&0<311士3：11::1011 丨 annual accounts. 
Consequentlyf the study period for each target company 
would cover four years prior to the acquisition action. 
And these four years would be referred to as follows in 
th i s paper thereaf ter : -
t - 1 : the l as t financial year end before the 
acquisition 
t~2 : the second to l as t financial year end 
before the acquisition 
t -3 : the third to l as t financial year end 
before the acquisition 
t-4 : the fourth to l a s t financial year end 
before the acquisition 
Financial statement data of the control companies were 
obtained in a way similar to above. The study period for 
each control company would correspond to i t s matched target 
company. 
The information required were collected from the 
l ibrary of the Hong Kong Stock Exchange. After data 
collection, some matched pairs of target and control 
companies were excluded from further analysis due to two 
reasons. Fi rs t ly , the annual reports of some companies 
were not available in the Stock Exchange l ibrary. 
Secondly, i t was discovered during data collection that 
some companies were l i s ted in the stock market for a very-
short period and there was not enough information to cover 
a l l the four financial years required in th i s study. If 
the problem came from a control company, attempts for a 
replacement company were made. 
After data collection, only 40 pairs of target and 
f ‘ 
control companies were found to be appropriate for further 
analysis. A fu l l l i s t of these pairs can be found in Table 
1 on the next page. 
Computation of Financial Ratios 
The information provided in the annual reports was not 
analyzed direct ly but a number of financial ra t ios would be 
computed and used as inputs (independent variables) for the 
multiple discriminant analysis at a l a t e r stage. The 
selection of financial ra t ios was based on the i r popularity 
in the l i t e ra ture on financial management arid the 
convenience for computation from the available accounting 
information in the published annual reports. The financial 
ra t ios employed in th i s study are l i s ted in Table 2. As a 
whole, the ra t ios can be divided into four categories, 
namely l iquidi ty ra t ios , leverage ra t ios , p ro f i t ab i l i ty 
、 I 




The analytical work of th i s study could be divided 
into three stages. Firs t ly , a l l the independent variables 
(financial ratios) were used to generate the multiple 
discriminant functions for each year with regard to the 
dependent variable. This dummy variable was coded "1" i f 
a company i s a target of acquisition and "0" i f not. 
Secondly, a l l the independent variables were put into 
factor analysis so that significant variables could be 
selected for further multiple discriminant analysis. Such 
variable selection based on the resul t of factor analysis 
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TABLE 1 (Continued) 
LIST OF TARGET AND CONTROL COMPANIES 
AFTER MATCHING 
Proposal Date Target Company Control Company Sector 
13/01/86 Shun Fook En te rp r i s e s Ltd Hon Kwok Land Investment Proper ty 
Co, Ltd 
13/01/86 Hongkew Holdings Ltd Mandarin Resources Corp Consolidated En t e rp r i s e 
Ltd 
10/04/86 I s land Peninsula Real ty & Century Ci ty Holdings Ltd Proper ty 
En t e rp r i s e s Ltd 
15/05/86 Chinese Es t a t e s Ltd Uormald P a c i f i c Ltd Proper ty 
07/07/86 Siu On Real ty Co Ltd Tai Sang Land Development Proper ty 
Ltd ‘ 
21/07/86 Asia Lands and Properties H K Macau Development Co, Property 
Ltd Ltd 
20/10/86 Town & City International Chi Cheung Investment Co, Property 
Co Ltd Ltd 
26/11/86 Union V-Tex Rea l ty Ltd Seapower Consortium Co, Proper ty 
Ltd 
15/12/86 Union Globe Development WinIand Investment Ltd Proper ty 
Ltd 
16/01/87 Franki Investments Ltd Harriman Holdings Ltd Proper ty 
05/03/87 Kok Thai En te rp r i s e s Ltd Park Hotel Ltd Hotel & Restaurant 
03/04/87 Fu Fai En t e rp r i s e s Ltd Huey Tai Investment Co, Proper ty 
Ltd 
10/04/87 Dart Development Co Ltd Golden Hi l l Land Proper ty 
Development Co, Ltd 
12/05/87 Nylex Real ty Ltd Southeast Asia P rope r t i e s Proper ty 
& Finance Ltd 
19/08/87 Yeo Hiap Seng En t e rp r i s e s Raymond I ndus t r i a l Ltd I ndu s t r i a l 
Ltd 
21/08/87 Evergo I ndu s t r i a l San Miguel Brewery Ltd I ndu s t r i a l 
En t e rp r i s e s Ltd 
18/09/87 New Era Land & Secu r i t i e s IHD Holdings Ltd Proper ty 
Investment Co Ltd 
29/09/87 Eco P rope r t i e s Ltd Yu Hing Holdings Ltd Proper ty 
14/10/87 Magnificent Es t a t e s Ltd Oxford P rope r t i e s and Proper ty 
Finance Ltd 
19/10/87 Crocodile Garments Ltd South Sea Tex t i l e I ndu s t r i a l 
Manufacturing Co Ltd 
24/11/87 Wah Kwong P rope r t i e s Ltd Lee Hing Development Ltd Proper ty 
29/01/88 Ontrade In t e rna t i ona l Ltd Wai Yick Investment Co Proper ty 
Ltd 
14 
TABLE 1 ( C o n t i n u e d ) 
30/05/88 In t e rna t i ona l Restaurant Hong Fok Corp Ltd Hotel & Restaurant 
and Night Club (Holdings) 
Ltd 
23/07/88 Sun 's Finance Co Ltd Publ ic I n t e rna t i ona l Finance 
Investments Ltd 
25/07/88 Local Proper ty Co Ltd Melbourne En t e rp r i s e s Ltd Proper ty 
20/08/88 Paul Y Const ruct ion Co Far East Consortium Ltd Proper ty 
Ltd 
05/10/88 Sun On Es t a t e Co Ltd Hoiian Investments Ltd Proper ty 
05/10/88 R ich f i e l d In t e rna t i ona l Pokfulam Development Co, P rope r ty 
Land & Investment Co Ltd Ltd 
05/11/88 The Hong Kong & Shanghai New World Hotels Hotel & Restaurant 
Hotels Ltd (Holdings) Ltd 
19/11/88 Green Is land Cement Johnson E l e c t r i c Holdings I ndu s t r i a l 
(Holdings) Ltd Ltd 
23/11/88 Asean Resources Ltd Kai Ming Investments Co, Proper ty 
Ltd 
09/01/89 IBI Asia Holdings Ltd Al l i ed Inves to rs Corp Ltd Finance 
27/02/89 Jademan (Holdings) Ltd Far East Holdings Communication 
In t e rna t i ona l Ltd 
20/03/89 The Kwong Sang Hong Ltd HKR P rope r t i e s Ltd Proper ty 
12/04/89 Wing On (Holdings) Ltd Liu Chong Hing Investment Consolidated En t e rp r i s e 
Ltd 
05/10/89 Rose Kni t t ing Co Ltd H K Worsted Mi l l s , Ltd I ndu s t r i a l 
13/11/89 Success Holdings Ltd Conic Investment Co Ltd I ndu s t r i a l 
18/12/89 F i r s t Ci ty Investments Winfair Investment Co Ltd Proper ty 
Ltd 
25/01/90 Singapore H K P rope r t i e s I n t e rna t i ona l I ndu s t r i e s Proper ty 
Investment Ltd l t d 
07/02/90 Kam Shing Commercial & QPL (Holdings) Ltd I ndu s t r i a l 
I ndu s t r i a l Development Co 
Ltd 
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TABLE 1 (Continued) 
LIST OF FINANCIAL RATIOS EMPLOYED 
Class of Ratios 
A. Liquidity Ratios 
1. Current Assets / Current Liab i l i t i es 
2. Current Assets / Total Assets 
3. (Current Assets - Current Liabi l i t ies) / 
Total Assets 
B• Leverage Ratios 
1. Shareholders' Fund / Total Assets 
2. Current Liabi l i t ies / Total Assets 
C. Prof i tab i l i ty Ability 
1. Profi t After Taxation / Shareholders
1
 Fund 
2. Profi t After Taxation / Total Assets 
3. Annual Growth Of Profi t After Taxation 
<for the years t -1 , t-2 and t -3 only> 
D. Long-Term Debt-Paying Ability 
1. Total Liabi l i t ies / Total Assets 




can help to reduce the problem of multicol1inearity. 
Thirdly, the data set was sp l i t by year to understand the 
usefulness of generated discriminant function in 
prediction. Variable description in th i s study was 
provided in Table 3. 
Multiple Discriminant Analysis 
Multiple discriminant analysis i s widely used to 
classify companies into one of two or more alternative 
groups (or populations) on the basis of a set of 
measurements. The two populations are known to be dis t inct 
and of equal size ex-ppst, and each company selected 
belongs to one of them. 
In th i s study the Fisher Discriminant function was 
used, which i s denoted by the following equation : -
Z = + a2X2 + + apXp 
where a[, a2, ••• , ap are coeff icients; and 
X1, X^ / • • • , Xp are independent 
variables (financial ra t ios in th i s 
study) 
The coefficients a " a 2 , … 7 ap are selected so that 
9 o 
a D has the maximum possible value. The term D i s the 
squared distance between the means of the standardized 
value of Z, A larger value of D
2
 indicates that i t i s 
easier to discriminant between the two groups. The 
quantity D
2
 i s called the Mahalanobis distance. Both 气 and 
D
2
 are functions of the groups means and the pooled 
variances and covariances of the variables. 
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TABLE 1 (Continued) 
DESCRIPTION OF VARIABLES 
INCLUDED IN 
MULTIPLE DISCRIMINANT ANALYSIS 
Dependent Variable 
Z 一 "0" represents a company i s not a target of 
acquisition 




t - 1 t-2 t -3 t-4 
Current Assets / 
Current Liabi l i t ies 111 112 113 114 
Current Assets / -
Total Assets 121 122 123 124 
(Current Assets -
Current Liabil i t ies) / 
Total Assets 131 132 133 134 
Shareholders
1
 Fund / 
Total Assets Ell E12 E13 E14 
Current Liabi l i t ies / 
Total Assets E21 E22 E23 E24 
Profi t After Taxation / 
Shareholders
1
 Fund Pii P12 P13 P14 
Profi t After Taxation / 
Total Assets P21 P22 P23 P24 
Annual Growth of 
Profi t After Taxation P31 P32 P33 
Total Liabi l i t ies / 
Total Assets Dll D12 D13 D14 
Total Liabi l i t ies / 
Shareholders
1
 Fund D21 D22 D23 D24 
f ‘ 
In th i s study, Z i s expected to f a l l into one of the 
two populations - whether the company became a target of 
acquisition or not - as indicated in Table 3. Basically, 
there were three steps of analysis as follows : -
(1) Estimate the multiple discriminant function by 
stepwise selection of independent variables with 
regard to the maximization of Mahalanobis D
2
; 
(2) Review the resul ts of variable selection and the 
relat ive contribution of each individual selected 
variable in the multiple discriminant function; 
and 
(3) Examine the predictive ab i l i ty of the multiple 
discriminant model on sample c lass i f ica t ion . 
FACTOR ANALYSIS 
Factor analysis i s a technique for examining the 
inter-relat ionships among a set of variables. Since i t was 
easily understandable that the independent variables, the 
financial ra t ios , included in th i s study did have certain 
types of inter-relat ionship and a smaller set of variables 
may achieve the same, or even bet ter , contributory 
significance on the multiple discriminant function 
generated, factor analysis was applied on the independent 
variables. The aim was to express the maximal amount of 
information in the original variables by a reduced set of 
factors. Fundamentally, the analysis in th i s stage 
followed the steps below : -
(1) Apply factor analysis to the set of independent 
f ‘ 
variables (the financial ra t ios) ; 
(2) Determine the number of significant factors, with 
regard to the percentage of variance of the 
original variable set explained by each 
individual factors； 
(3) Generate a faptor matrix in the factor loadings 
reflecting the correlation of each factor to each 
financial ratio； 
(4) Select, for each factor, the financial rat io 
having the highest correlation; 
(5) Re-input the selected financial rat ios into 
discriminant analysis; 
(6) Estimate the multiple discriminant function by 
direct method in which a l l the independent / 
variables are entered simultaneously; 
(7) Review the relative contribution of each 
individual selected variable in the multiple 
discriminant function； and 
(8) Examine the predictive abi l i ty of discriminant 
model on sample classif icat ion. 
Splitt ing Data by Year 
In th is third stage, the data is sp l i t into two parts. 
Cases from 1986 to 1988 are defined as one group and those 
in 1989 and early 1990 as another group. Such a sp l i t 
resul ts in 31 matched pairs of companies in the former 
group with the remaining nine pairs in the l a t t e r . 
I 香 港 中 文 大 學 圓 肯 館 
f ‘ 
The purpose of the data sp l i t was to examine the 
predictive abi l i ty of the multiple discriminant function 
generated in the f i r s t group on the c lass i f icat ion of / 
companies in the second group. In ef fec t , the discriminant 
function calculated for the 1986-1988 samples would provide 
predictions for the 1989-1990 samples which were future-
dated samples for the previous group. Briefly, the third 
stage of analysis had the following steps : -
(1) Go through the three steps as mentioned in the 
section of multiple discriminant analysis with 
the data set of 1986-1988; 
(2) Apply the multiple discriminant function 
generated to the data set of 1989-1990, which was 
taken as a validation sample； -
(3) Examine the predictive ab i l i ty of multiple 
discriminant function on the validation sample; 
(4) Go through the eight steps as mentioned in the 
section of factor analysis with the data set of 
1986-1988; 
(5) Apply the discriminant model generated to the 
validation sample? and 
(6) Examine the predictive ab i l i ty of the multiple 
discriminant model on the validation sample. 
f ‘ 
,CHAPTER IV 
RESULTS OF EMPIRICAL STUDY 
Discriminant Analysis on Whole Data Set 
I t i s the purpose of th i s stage to find out a multiple 
discriminant model which had the best c lass i f ica t ion 
ab i l i ty to d i f ferent ia te between target and control 
companies for the whole period from 1986 to early 1990, 
considering a l l the ra t ios shown in Table 2 ea r l i e r . In 
Table 4a, s t a t i s t i c a l analysis showed that no significant 
discriminant function could be generated for the year t -4 . 
Then in the year t -3 , a significant model began to emerge 
with the significance of only one variable, (Current Assets 
-Current Liabi l i t ies) / Total Assets. However, using th i s 
model to classify the sample data, the correct percentage 
was quite low (52.50%), as shown in Table 4b. The 
percentage reflected that , with the help of the multiple 
discriminant function, the c lass i f icat ion was jus t s l ight ly 
bet ter than a random guessing, given the equal number of 
targets and non-targets. 
For the year t -2 , three independent variables were 
successfully included in the generated discriminant 
function. They were (a) Profi t After Taxation / Total 
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TABLE 1 (Continued) 
RESULTS OF MULTIPLE DISCRIMINANT ANALYSIS FOR 
(a ) a l t the 40 p a i r s of companies from 1986 t o 1990 
(b) a l l the f i n anc i a l r a t i o s as independent v a r i a b l e s 
( c ) s tepwise s e l e c t i o n by maximizing Mahalanobis D 
Year Var iab le Coe f f i c i en t Constant Standardized Coefficient 
t - 4 - - -
t - 3 133 -0.9187 
“0.0969 
t - 2 P22 2.3737 0,4659 
D12 2.2113 0.5619 
D22 -0.0915 -0.3330 
0.8057 
t - 1 111 -0.0140 -0.2598 
E21 2.2452 0.4258 
D11 1.5138 0.4026 
D21 -0.0624 -0.5563 
, . 丨 . . . 2 . 5 2 3 3 
Note : - (1) There was no s i g n i f i c a n t d i sc r iminan t func t i on fo r the year t - 4 . 
(2) P lease refer* t o Table 3 fo r v a r i a b l e d e s c r i p t i o n . 
(3) All f i g u r e s were co r r ec t ed t o four decimal p l a c e s . 
TABLE 4b 
CLASSIFICATION RESULT BASED ON 
MULTIPLE DISCRIMINANT FUNCTIONS GENERATED IN TABLE 4a 
Year Correct Percentage C l a s s i f i c a t i o n Matrix 
t-4 ‘ 
t-3 52.50% , Predicted Group 
0 1 
Actual 0 21 19 
Group 52.5% 47.5% 
1 19 21 
47.5% 52.5% 
t-2 61.25% Predicted Group 
0 1 
Actual 0 27 13 
Group 67.5% 32.5% 
1 18 22 
45.0% 55.0% 
t - 1 62.50% Pred ic ted Group 
0 1 
Actual 0 25 15 
Group 62.5% 37.5% 
1 15 25 
37.5% 62.5% 
Note : - Since no s i g n i f i c a n t mu l t i p l e d i sc r iminan t func t ion could be generated f o r the year t - 4 , 
t h e r e f o r e t h e r e was no c l a s s i f i c a t i o n r e s u l t . 
f ‘ 
Assets？ (b) Total Liabi l i t ies / Total Assets; and (c) Total 
L iab i l i t i es / Shareholders
1
 Fund. Through the standardized 
coeff icients in Table 4a, i t could be understood that the 
second variable was s l ight ly more important than the other 
two in the function. Applying th i s function for the 
c lass i f ica t ion , the correct percentage improved from 52.5% 
in the year t -3 to<^l,25% in th i s year. 
Finally, for the year t -1 , the multiple discriminant 
function generated comprised of four s ignif icant 
independent variables, namely (a) Current Assets / Current 
L iab i l i t i e s ; (b) Current Liab i l i t i es / Total Assets; (c) 
Total L iab i l i t i es / Total Assets? and (d) Total L iab i l i t i es 
/ Shareholders
1
 Fund. Among these four variables, the l a s t 
one emerged to have the greatest contribution to the model, 
as revealed from the standardized coeff ic ient . Although 
four independent variables were included in th i s model, the 
correct c lass i f ica t ion percentage only had a s l ight 
improvement t¢^62 (see Table 4b). 
One interest ing point i s that both ra t ios to re f l ec t 
the long-term debt-paying ab i l i ty were included in the 
multiple discriminant function for the years t -2 and t -1 . 
This showed the importance of th i s group of financial 
ra t ios . 
Factorization and Further Analysis on Whole Data Set 
The second stage of analysis aimed at generating fewer 
number of factors from the original set of independent 
variables and using the financial ra t ios highly correlated 
f ‘ 
to these factors to regenerate the multiple discriminant 
functions. Table 5 showed that there were only three 
significant factors for the year t-4 and four for each of 
the years t -3 , t-2 and t-1, derived from the set of 
financial rat ios included in Table 2 ear l ie r . Based on the 
factor loadings, appropriate financial rat ios were chosen 
to represent each of the generated factors. Among these 
rat ios, two of them seemed to be more important. Current 
Assets / Total Assets and Profit After Taxation / Total 
Assets had their existence in four and three years 
respectively. 
The selected financial rat ios were used to re-generate 
the multiple discriminant functions. The result was shown 
in Tables 6a and 6b. In the years t-4 and t -2 1 Current 
Liabi l i t ies / Total Assets was more important than the 
other ra t ios . In the year t -3 , Current Assets / Total 
Assets established i t s dominance in the model. However, 
the correct percentage of classif icat ion fluctuated between 
• ‘ / 
52% and 57% which did not seem to be particularly high. ^ 
The picture changed in the year t -1 . The success rate 7 
.-、 . • w - 、 . 、 J I I ' / 八-‘ —/ \ 
of classif icat ion was ,63.75%, the improvement achieved 
mainly through a better identification of target companies. 
With respect to the contributing independent variables, 
Total Liabi l i t ies / Total Assets appeared to be far more 
important than the other three rat ios . 
By comparing Tables 4b and 6b, i t could be noted that 
there were sl ight differences in the classif icat ion results 
before and af ter the use of factor analysis. 
25 
TABLE 1 (Continued) 
RESULT OF FACTOR ANALYSIS -
INDEPENDENT VARIABLES SELECTED 
WITH RESPECT TO FACTOR LOADINGS 
FOR 
a l l the 40 pairs of companies from 1986 to early 1990 
Year Financial Ratios having greatest correlation 
with the generated factors 
t-4 124, E24, P24 
t -3 123, P23, P33, D13 
t-2 122, E 2 2 , P 2 2 , D22 
t - 1 121, Pl l , P31, Dll 
Note : - See variable definit ions in Table 3. 
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TABLE 1 (Continued) 
RESULTS OF MULTIPLE DISCRIMINANT ANALYSIS FOR 
(a) a l l the 40 p a i r s of companies from 1986 t o 1990 
(b> s e l e c t ed f i n anc i a l r a t i o s , based on f a c t o r a n a l y s i s , as independent v a r i a b l e s 
(c ) en t r y of independent v a r i ab l e s on d i r e c t method 
Y e a r 、 Var iable Coe f f i c i en t Constant Standardized Coe f f i c i en t 
t - 4 124 -0.1643 -0.0428 
E24 0.7635 0.1634 
P24 0.4526 0.0629 
0.1797 
t - 3 123 -0.6925 -0.1844 
P23 -0.0507 -8.8039E-3 
P33 2.2755E-4 1.2241E-3 
D13 0.2798 0.0738 
-0.1680 
t - 2 122 -0.2233 -0.0589 
E22 2.8981 0.5568 
P22 2.4766 0.4861 
D22 -0 .0837 -0.3046 
0.7170 
t - 1 121 0.0722 0.0208 
P11 1.0087 0.3679 
P31 -0.0308 -0.3876 
D11 2.4717 0.6573 
0.8466 
Note : - (1) Please r e f e r t o Table 3 fo r v a r i a b l e d e s c r i p t i o n . 
¢2) AIL f i gu r e s were co r rec t ed t o four decimal p l a ce s . 
TABLE 6b _ 
CLASSIFICATION RESULT BASED ON 
-- MULTIPLE DISCRIMINANT FUNCTIONS GENERATED IN TABLE 6a 
Year Correct Percentage C l a s s i f i c a t i o n Matrix 
53.75% Pred ic ted Group 
0 1 
Actual 0 21 19 
Group 52.5% 47.5% 
1 18 22 
45.0% 55.0% 
t _ 3
 52.50% Predicted Group 
0 1 
Actual 0 22 18 
Group 55.0% 45.0% 
1 20 20 
50.0% 50.0% 
t_2 56.25% Predicted Group 
0 1 
Actual 0 23 17 
Group 57.5% 42.5% 
1 18 22 
45.0% 55.0% 
t-1 63.75% Predicted Group 
0 1 - — — — — 一 
Actual 0 23 17 
Group 57.5% 42.5% 
1 12 28 
30.0% 70.0% 
f ‘ 
Discriminant Analysis on Split Data Set 
The third stage of analysis attempted to sp l i t the 
data set into the 1986-1988 and 1989-1990 groups. Analysis 
f i r s t focused on the 1986-1988 group. In Table 7a, the 
results show that no significant discriminant function 
could be generated for the year t -4 , a situation similar to 
Table 4a in which discriminant analysis was applied to the 
whole data set . Then in the year t -3 , only one significant 
independent variable, (Current Assets 一 Current 
Liabil i t ies) / Total Assets, was included in the generated 
discriminant modql. However, the classif icat ion result 
based th is function was not very satisfactory with a low 
success rate of 51.61% (see Table 7b)• 
For the year t -2, two independent variables were 
successfully included in the discriminant model. They were 
(a) Shareholders
1
 Fund / Total Assets； and (b) Profit After 
Taxation / Total Assets. The standardized coefficients 
revealed that the former was more important than the 
l a t t e r . The classif icat ion matrix in Table 7b showed that 
correct percentage improved to 59.68%. 
Lastly in the year t -1 , again two financial rat ios 
were found in the multiple discriminant function, namely 
(a) Shareholders
1
 Fund / Total Assets； and (b) Current 
Liabi l i t ies / Total Assets. Both of them had more or less 
equal contribution to the model. The success rate of 
classif icat ion jumped to 69.35%. 
However, applying the generated multiple discriminant 
functions in the 1986-1988 group to the 1989-1990 group, 
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TABLE 1 (Continued) 
RESULTS OF MULTIPLE DISCRIMINANT ANALYSIS FOR 
(a ) the 31 p a i r s of companies from 1986 t o 1988 
(b〉 a l l the f i n anc i a l r a t i o s as independent var iabLes 
(c ) s tepwise s e l e c t i on by maximizing Mahalanobi's D 
I f^E
 V a r i
"
a b l e
 Coe f f i c i en t Constant Standard! zed Coeff ici ent 
t - 4 - - . 
t - 3 133 -1.2766 
-0.1762 
t - 2 E12 -3,1393 -0.6586 
P22 2.1743 0.4688 
-2.0138 
/ 
t - 1 E11 -2.2689 -0.5176 / 
E21 2.7456 0.4455 
- . , . -1.0528 
N o t e
 (1) There was no s i g n i f i c a n t d i sc r iminan t func t ion fo r the year t - 4 . 
(2) Please r e f e r t o Table 3 for v a r i a b l e d e s c r i p t i o n . 
(3) All f i g u r e s were co r rec t ed t o four decimal p l aces , 
TABLE 7b ^ 
CLASSIFICATION RESULT BASED ON 
MULTIPLE DISCRIMINANT FUNCTIONS GENERATED IN TABLE 7a 
Year Correct Percentage Classification Matrix 
t-4 ， 
t - 3
 51.61% Predicted Group 
0 1 
Actual 0 18 13 
Group 58.1% 41.9% 
1 17 14 
54.8% 45.2% 
t-2 59.68% Predicted Group 
0 1 
Actual 0 22 9 
Group 71.0% 29.0% 
1 16 15 
51.6% 48.4% 
69.35% Predicted Group 
0 1 
Actual 0 21 10 
Group 67.7% 32.3% 
1 9 22 
, 29.0% 71.0% 
Note : - Since no s i g n i f i c a n t mul t ip l e d i sc r iminan t func t ion could be generated fo r the year t - 4 , 
t h e r e f o r e t h e r e was no c l a s s i f i c a t i o n r e s u l t . 
f ‘ 
the class i f icat ion matrix in Table 7c gave a disappointing 
resul t , having achieved a correct percentage of 50% or 
below. 
The second part of th i s third-stage of analysis was 
again application of factor analysis on the 1986-1988 
group. The financial ra t ios selected through the factor 
loadings was l i s ted in Table 8. For each of the four 
years, there were significant financial ra t ios which would 
be employed as independent variables for discriminant 
analysis l a te r . I t could be easily noted from Table 8 that 
Current Assets / Total Assets was included in every year. 
This meant that th i s ra t io was an indispensable, though not 
necessarily the most important, independent variable in 
th i s analysis. _ 
The selected financial ra t ios were input into the 
multiple discriminant analysis again. In the year t -4 , 
standardized coefficients in Table 9a showed that Total 
Liabi l i t i es / Shareholders
1
 Fund was more important than 
the other two ra t ios . However, the correct c lass i f ica t ion 
percentage was jus t 50% (see Table 9b), which meant that 
the multiple discriminant function was, in no way, bet ter 
than random guessing. This percentage improved to 58•06% 
and 59.68% in the years t -3 and t-2 respectively. In these 
two years, Current Assets / Total Assets emerged to be the 
leading independent variable. The negative sign of the 
coefficient of th i s variable indicated that i t had an 
opposite relat ion with the occurrence of acquisition. A 
very successful c lass i f icat ion percentage of 74.19% was 
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TABLE 1 (Continued) 
PREDICTIVE ABILITY OF 
MULTIPLE DISCRIMINANT FUNCTIONS GENERATED 
(a) in TABLE 7a 
(b) test ing on the nine pairs of companies from 
1989 to 1990 
Correct 
Year Percentage Classification Matrix 
t-4 一 
t -3 50.00% Predicted Group 
0 1 
Actual 0 6 3 
Group 66.7% 33.3% 
1 6 3 
66.7% 33.3% 
t-2 50.00% Predicted Group 
0 1 
Actual 0 5 4 
Group 55.6% 44.4% 
1 5 4 
55.6% 44.4% 
t - 1 38.89% Predicted Group 
0 1 
Actual 0 4 5 
Group 44.4% 55.6% 
1 6 3 
66.7% 33.3% 
Note : - Since no significant multiple discriminant 
function could be generated for the year t -4 , 
therefore there was no c lass i f ica t ion resul t . 
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TABLE 1 (Continued) 
RESULT OF FACTOR ANALYSIS -
INDEPENDENT VARIABLES SELECTED 
WITH RESPECT TO FACTOR LOADINGS 
FOR 
the 31 pairs of companies from 1986 to 1988 
Year Financial Ratios having greatest correlation 
with the generated factors 
t-4 124, P 2 4 , D24 
t-3 1 2 3 , P13, D13 
t-2 122, E22, P12 
t - 1 121, E21, P21 
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TABLE 1 (Continued) 
RESULTS OF MULTIPLE DISCRIMINANT ANALYSIS FOR 
(a ) the 31 p a i r s of companies from 1986 t o 1988 
(b) s e l e c t ed f i n anc i a l r a t i o s , based on f a c t o r ana l y s i s , as independent v a r i a b l e s 
(c ) e n t r y of independent v a r i ab l e s on d i r e c t method 
Year 、 Var iable Coe f f i c i en t Constant Standardized Coefficient 
t - 4 124 -0.3756 -0.0978 
P24 -0.4369 -0.0602 
D24 -0.1929 -0.1346 
-0.3070 
t - 3 123 -1.3627 -0.3564 
P13 -0.3673 -0.1299 
D13 0.1031 0.0224 
-0.5055 
t - 2 122 -1.5155 -0.3868 
E22 1.6951 0.3048 
P12 0.2941 0.2234 
-0.0629 
t - 1 121 -1.0059 -0.2965 
E21 4.7802 0.7757 
P21 -1,5052 -0.2880 
. • , .
 :
 - 0.4626 
Note : - (1) Please r e f e r t o Table 3 fo r v a r i a b l e d e s c r i p t i o n . 
(2) A11 f igures were co r r ec t ed t o four decimal p l a ce s . 
TABLE 9b 
CLASSIFICATION RESULT BASED ON 
. MULTIPLE DISCRIMINANT FUNCTIONS GENERATED IN TABLE 9a 
Year Correct Percentage C l a s s i f i c a t i o n Matrix 
t - 4 50.00% Pred ic ted Group 
0 1 
Actual 0 T7 14 
Group 54.8% 45.2% 
1 17 14 
54,8% 45.2% 
t-3 58.06% Predicted Group 
0 1 
Actual 0 19 12 
Group 61.3% 38.7% 
1 14 17 
45.2% 54.8% 
t-2 59.68% Predicted Group 
0 1 
Actual 0 19 12 
Group 61.3% 38.7% 
1 13 18 
4 1 . 9 % 5 8 . 1 % 
t-1 74.19% Predicted Group 
0 ~ 
Actual 0 22 9 
Group 71.0% 29.0% 
1 7 24 
22.6% 77.4% 
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achieved in the year t -1 . The dominant independent 
variable in the multiple discriminant model was Current 
Liabi l i t ies / Total Assets. 
Although the generated discriminant functions had a 
quite satisfactory performance in classifying the i r own 
1986-1988 group of data, the i r predictive ab i l i ty on the 
1989-1990 group was much weaker. Table 9c showed that the 
correct percentage for such prediction was rather low, 
dropping from 55.56% in the year t-4 to 33.33% in the year 
/ 
t -1 . The weak predictive power i s probably due to the 
small size of the future dated sample and the basically 
diverse characteris t ics of the two sp l i t data sets . 
Details will be discussed in the next chapter. 
As a summary, the correct c lass i f ica t ion percentages 
for a l l the three stages of analysis were incorporated in 
Table 10 for easy reference. 
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TABLE 1 (Continued) 
PREDICTIVE ABILITY OF 
MULTIPLE DISCRIMINANT FUNCTIONS GENERATED 
(a) in TABLE 9a 
‘ (b) test ing on the nine pairs of companies from 
1989 to 1990 
Correct 
Year Percentage Classification Matrix 
t-4 55.56% Predicted Group 
0 ~ 
Actual 0 4 5 
Group 44.4% 55.6% 
1 3 6 
33.3% 66.7% 
t-3 50.00% Predicted Group 
0 .1 
Actual 0 5 4 
Group 55.6% 44.4% 
1 5 4 
55.6% 44.4% 
t_2 50.00% Predicted Group 
0 1 必 
Actual 0 5 4 
Group 55.6% 44.4% 
1 5 4 
55.6% 44.4% 
t - 1 33.33% Predicted Group 
0 1 
Actual 0 3 6 
Group 33.3% 66.7% 
1 6 3 
66.7% 33.3% 
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TABLE 1 (Continued) 
Summary of the Three-Stage Analysis 
Stage Correct Classification Percentage 
t-4 t-3 t-2 t - j 
One - 52.50% 61.25% 62.50% 
(Discriminant 
analysis on 
whole data set) 
Two 53.75% 52.50% 56.25% 63.75% 
(Factorization 
and further . 
analysis on 




sp l i t data set) 
[a] a l l variables 
1986-1988 - 51.61% 59.68% 69.35% 
1989-1990 _ 50.00% 50.00% 38.89% 
[b] selected 
variables 
1986-1988 50.00% 58.06% 59.68% 74.19% 
1989-1990 55.56% 50.00% 50.00% 33.33% 
f ‘ 
CHAPTER V 
ANALYSIS AND DISCUSSION 
The s t a t i s t i ca l results described in the previous 
chapter had revealed a number of essential findings of th is 
study which will be discussed in detai l below. 
Firs t , financial rat ios did have some degree of 
explanatory abi l i ty on the occurrence of acquisition 
ac t iv i t i es . And th is was the basic hypothetical rationale 
of th is study. Tables 4b, 6b, 7b and 9b showed that a l l 
the correct classif icat ion percentages were higher than or 
equal to 50%. The best score was 74.19%. Therefore, 
target companies did have certain dist inctive financial 
characteristics which helped to explain their being a 
target . 
Second, the acquisition decision might be the result v 
of rather short-term considerations. Tables 4b, 6b, 7b and 
9b indicated that the correct classif icat ion percentage 
began with a rather low level (50% or a l i t t l e b i t more) in 
early years (t-4 or t-3) and f inal ly rose to a higher level 
(more than 60%) in the year just before the announcement of 
the acquisition action (t-1). This could be because 
acquisitions might be decided af ter a rather short-run 
planning period, based on the most recent financial 
position of the target company to the acquisition event. 
f ‘ 
Third, c lassif icat ion of target companies was bet ter 
in years close to the event of in teres t . Classification 
matrices in Tables 4b, 6b, 7b and 9b shoved that the 
multiple discriminant functions generated in early years 
(t-4 or t-3) had a better performance in identifying the 
control companies than the target companies• And the 
improvement of correct c lass i f icat ion percentage in la te r 
years, especially t -1 , was mainly due to the fact that the 
% 、 
generated model identified the target companies much bet ter 
than before. This situation coincided with the previous 
point that target companies might not have very dis t inct ive 
financial characterist ics in early years and thei r 
financial position in la te r years jus t i f i ed the i r being a 
target . — -
Fourth, the preliminary selected financial ra t ios did 
have certain degree of categorization. Tables 5 and 8 
showed that the original ten independent variables could be 
narrowed down into a smaller number of factors and the 
selection of representative financial ra t ios based on 
factor loadings revealed that there was equal 
representation from the different groups of financial 
ra t ios (l iquidity, leverage, p rof i t ab i l i ty , and long-term 
debt-paying abil i ty) a f te r the selection. In another 
words, financial ra t ios within the same group, as 
c lass i f ied in Table 1, might be closely related to each 
other so that the factor analysis resulted in one financial 
ra t io representing one ra t io group. 
Fif th, factor analysis on the independent variable had 
f ‘ 
some help in improving the generation of multiple 
discriminant functions and the correct percentage of 
c lass i f ica t ion. Comparison between Tables 4b and 6b, and 
that between Tables 7b and 9b reflected that the correct 
percentage, as a whole, was higher in the discriminant 
function based on selected ra t ios (by factor analysis) than 
that based on stepwise selection. 
Sixth, the considerations and characteris t ics of 
acquisition ac t iv i t i es throughout the study period (1986 to 
early 1990) should have undergone certain changes. The 
multiple discriminant analysis on the sp l i t data set 
indicated that the predictive ab i l i ty of the discriminant 
function, generated for the 1986-1988 group, on the 1989-
1990 group was quite poor. _ The correct c lass i f icat ion 
percentages in Tables 7c and 9c ranged from 33,33% to 
55.56%. Such low percentages might be due to three 
reasons. The financial considerations of acquisition 
‘ y 
ac t iv i t i e s in mid-80s might be different from those in the 
recent past. This makes the predictive ab i l i ty of the 
generated discriminant models poor. In addition, the 
sample companies in the 1986-1988 group were predominantly 
property companies (see Appendix) while the sample 
companies in 1989 and early 1990 had a much more even , 
v 
distr ibution across the various business sectors. The 
diverse characteris t ics of the sp l i t data sets may 
par t ia l ly explain the low predictive ab i l i ty of the 
generated discriminant functions to the future dated 
holdout sample. Above a l l , there were only nine pairs of 
f ‘ 
target and control companies in the 1989-1990 group. The 
small sample size probably resulted in some degree of bias 
which, in turn, l imits the predictive ab i l i ty of the 
generated discriminant models. Future work using a larger 
number of companies for th i s holdout sample would be 
recommended in the next section. 




Conclusion of Study 
The major findings of th i s study were that financial 
ra t ios in general did have the capability to identify the 
target companies of acquisition ac t iv i t i e s from other non-
targets . In addition, no part icular type of financial 
ra t ios had dominant influence in the multiple discriminant 
functions generated. I t was understandable that the 
acquisition decision resulted from a thorough assessment 
of the target companies from various financial points of 
view. 
With respect to the time span before the announcement 
of the acquisition action, th i s study discovered that the 
las t year prior to the announcement seemed to be the period 
at which correct c lass i f icat ion of target and control 
companies had the highest percentage. This important 
resul t suggests that further study in acquisitions and 
takeover ac t iv i t i e s may well focus on the financial 
position of the companies in the most recent year to ^ 
acquisition. 
Limitations of Study and Recommendations for Further Study 
For the f inal section of th i s report, the author would 
f ‘ 
l ike to pinpoint the limitations of th i s study which are 
also opportunities for further research. 
F i rs t , the number of companies included in th i s study 
i s limited. Such limitation may resul t in problems of 
bias, especially in the case of the sp l i t data se t . The 
1989-1990 group consists of only nine pairs of companies. 
Therefore, the author must highlight that the analysis on 
sp l i t data set might have some bias due to the limited 
sample size. Therefore, i t i s proposed to increase the 
sample size as far as possible in further research so as to 
minimize the bias due to small sample size. However, 
researchers should note that the number of l i s ted companies 
i s rather small, as compared with the other mature overseas 
stock markets. The natural outcomes are that the-number of 
acquisition ac t iv i t i e s in Hong Kong i s not very numerous 
and the appropriate control companies available for good 
matching i s rather few. 
Second, the Appendix shows that the sample companies 
included in th i s study were dominated by the property 
sector. In fact , th i s i s a characteris t ics of the local 
stock market. However, th i s si tuation par t ia l ly explained 
the poor predictive ab i l i ty of discriminant function on the 
future dated holdout sample in th i s study. Therefore, 
researchers in future studies should note the sectoral 
composition of the sample companies so as to assure the 
applicabil i ty of the discriminant model. 
Third, as mentioned in the Methodology section, only 
哨 j 
40 out 71 qualified acquisition targets could be assigned Qp-
f ‘ 
with appropriate control companies• Matching i s not an 
easy job, given the limited number of l i s ted companies in 
Hong Kong and the dominance of the property sector. The 
author
1
s opinion was th i s was not a problem easily avoided 
in acquisition studies in the Hong Kong stock market, but 
researchers had to be alerted on th i s l imitation and the 
consequent potential bias. 
Fourth, the original objective of th i s research to 
study the four years prior to the announcement of the 
acquisition action simply excluded some of the qualified 
target companies from the sample data se t . In fact , some 
target companies were newly l i s ted companies appearing in 
the local stock market for shorter than four years. since 
the resul t of th i s study indicated that the year jus t 
before the announcement was the most important period for 
reference in studying the financial position of acquisition 
targets , further research may lessen the impact of th i s 
l imitation i f the time span of survey on the target 
companies i s confined to the las t year before acquisition. 
Fif th, i t was predicted by the author that some non-
financial factors should have the i r contributory influence 
on the occurrence of acquisition ac t iv i t i e s . These factors 
might include the controlling interes ts of major 
shareholder(s), different iat ion between friendly and 
host i le acquisitions, and privatizat ions. To s t r ike a 
balanced analysis on the acquisition issue, researchers may 
consider incorporating the above non-financial factors into 
further studies. 
f ‘ 
As a conclusion of th i s section, th i s study does have 
a number of constraints, many of which re la te to the size 
and structure of the Hong Kong market. In order to secure 
bet ter resul ts in future study, researchers should take 
into consideration the recommendations made at the end of 
th i s paper. 
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Appendix 
SAMPLE TARGET COMPANIES CLASSIFIED 
BY YEAR AND BUSINESS SECTOR 
Business 
Sector 1986 1987 1988 1989 1990 Total 
Finance 1 1 2 
Properties 8 8 6 2 1 25 
Consolidated 
Enterprises 1 1 2 
Industrials 3 1 2 1 7 
Hotels and 
Restaurants 1 2 3 
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